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SECTION I...  SUMMARY OF TRENDS AND DEVELOPMENTS

A Communist air nebwork in the Far Enst linking Baugkok, the
reported cenire of the Kremlin's Southemst Asia penetration, with
the USSR and with troubled arees to the South, appeers to be in
process of organiszation, : v -

-~

The prospects of successful conclusion of a US-Mexican
bilateral civil aviation sgreement have bsen enhenced by
Mezico's apparent abandonment of its previous insistence upon
& regulated division of traffic between US and Moxican airlines,
Agreement now sppears to have been reschad on all major points
of difference except tho respective route patterns, Successful
rasolution of the route question depends upon & compromise formula.
whioh will provide adequate rights for US carricrs in Mexico,
#hile still appesaring to grant ressonable rociprooity and protection
' to Hexican interests,

r

4 renking German rail authority hes eriticized the recent
BICO-Germen agreement to use $59,000,000 of ECA funds for the
construotion of new railway eers for the Bizone. He contends
that a major repair program, instesd of psw car construction,
would effect sevings both in steel and MALPOWET ,
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U8 export raatrictions are paradoxically affecting the shipment
of rallway equipment purchesed in the US by the Chinese Governmment ai
the samc timo that the Stillman Mission is requesting ECA f\mds for
use in the rehabilitation of Chinese railvays., '

: The USSR continues to dominate the course of the Danubé Confcoremce
at Belgrade. While the Soviet "take it or lesve 1t" attitade hss beem
somevhat softched in view of the advantages to be geined by modification
' . of thelr original position, there is no doubt that tho ultimate cuterme
. . is completely undor Soviet control and thet mejor ob;}ectivas of the Wogt
' hawe 1little hope of realization.
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SECTION II. CURRENT DEVELOPHMENTS

: o S0X1
A Communist air network in the Far East linking Bingkok,

the reoported centre of the Kremlin's Southeast Asia peretra-
tion, with the USSR and with troubled areas'to the Souta,
appears to be in process of organization. Nine surplus PBYs
(Catalinas) were recently sold by The Royal Australian Air
Force to Asian Airlines Pty. Ltd., the leading director of
vhich is Clarence Hart Campbell, a prominent Australimn Cox-
munist. While Asian Airlines is capitelized in Australis, i:
still has no permission from the Australimn Department of
Civil Aviation to operate a route or to register the aircraft.
Campbell, however, is reported to have been assured by a
Leftist member of the Federal Cabinet that the way would bs
paved for Asian Airlines to operate.

There may be some connection between Campbell's operations
and two recent uneuthorized landings ‘of PBYs noear Bangkok., Cobley,
the pilot, also an Australian, is reported to have been involwred
in extensive smuggling operations from Indoncsia to Siem, and
to have brought in eight cases of stolem gold on his first £light,.

The projected routes of Asian Airlines have been described Ly
a Dutch source as including not only Sydnsy, Port Darwin,-
Jogjekarte, Singspore, Bangkok, and Bombay, but also astual Sovist
territories. While many of the reports bearing on the above
operations may not be correct, there is sufficient confirmed data to
establish the geveral objectives of Campbell's enterprise., The .
loading of the Asien Airline Board of Direotors with Chinese citizems,
and the substantial Chinese stock ownership of the company stronply
suggest that operations will oconcentrate on the areas of Southeoast
Asia in which Chinegse participation in trading activities is dominant.

; it is not clear by what route Campbell would underteke to

) establish connections with Soviet territory. Ue is believed, however,
to be planning & test flight to Tokyo, and the use of emphibian
aircraft would open the possibility of flying around the Chinese
coast, into areas controlled by Chinese Communists, The aeccomplishw
ment of such a plan would probably dictate covert operations, because
Apian Airlines otherwise would ba obliged to fly under the azegis of
the Augtralian Govermment and subject to the terms of Australiat's
air agreements with other countries.

In any c¢ese, Asian Airlines threatens to provide valuable
lisison, distribution of prupaganda and arms, end an otherwise
veluable tool for Commnist elements in the centres of disaffection
of Southeast Asia. ‘ '

et
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The prospects of successful conclusion of a US-Mexiocan bilateral
civil avistion agreement have becn enhsnoed by liexico's apparent abandons
ment, in current negotiations, of its previcus ingistemce.upon & roguls-
ted Hvision of traffic betwoen US and Mexican airlines, (See Trans-
portetion Group Weekly Surmary, 18 July). Agreeuent now appears to have
been recached on all major points of difference excopt the respeotive
routo patterns. Mexico has not yet withdrown i%¢s domends for monopoly.
rights over certain routes emd ite insistence that only one US airline
operate on any given routsc., The Mexicans havo @80 refused to gremt cer-
tain non-gtop privileges sought by the US.

™o Mexican pesition reflccots not omly foar of US tsc.‘miicel superi-
ority, against which Mexican airlinsz bolievo they cammot economically
compete, tut d so the extremo seusitivity of the Mexicen Govormmant to
nationalistic domestioc oriticism, Successfil resolution of tho routs
question therefore sontinusce te depond upon & compromise formula which
will provide edoguato rights for US ocarriers in Meoxico, while still
appearing to grant reasomable rceiprocity end protestion to Mexican
intereats,

Thoe recent BICO-Germen a&tﬁe ement to sllocato $69,000,000 of ECA
funds Tor The purchase outside cermany of 16,000-17,000 new freight cars
for the Bizono during the fiscal yesr 1948-49 hag beem criticized by &
ranking German transportation euthority,

Tho Dircotor of Bizonal Transport Administration (German), in en
interview with the 0fficoe of the US Political Advisor in Frankfurt, ad-
mitted the eritical noad for more rolling atock, tut pointed out that
now car construction would tske steel swry from tho present car repair
program and argued that such steel would be used to botier advantage .
in effecting major repairs on existing ropairable cars. The official
further contended that new conatruction 1s four times &s costly in mene
powir. . :

The foregoing Gormsn diseont to the BICO-(ennan agreement und.subtedly
reficots the foct that the BICO program would in no easeo eliminate the
Gorman car shortage. Including the $,000 new cars to be built in Bizone
by the end of Jemuary 1948, and the 20,000 cars to be added to the Perk
through internal repair during the fiscal 1848-49 period, there will still
boe a maximm deficit of 28,000 cars. The proposcd new car construction
progrem.will reduce this deoficit to 11,000 cars. If, howover, adeoquate
steel wore made available for & major expended repalr pr'ogrmn, this
dofieit might be substantially overcome.,
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The oriticism of the proposed construetion program originates
fron & purely internal Germen viswpoint. ECA, on the othoer hand,
will have to evaluate the problam from the viewpoint of choosing tho
progran oontributing mest to the recovery of Buropa 4a a whole,

950X1

: A paradoxionl situation with respest to Chinese rail rohabilite-~
tion been revenlsd by an eppeal irom tho Chinese Fo re;gn Offica to
The U8 Embassy in Nanking, Although tho Stillman Mission is requecting
the use of ECA funds for the raconatruction of railways in China, US

export restricticns are haupering delivery of & .oconsidersble cmount of -
rallway equiprent purchased with Chindse assets in the US,

Tho Forelgn Office noto states that tho Chinese Government hac
spproved the purchase of ovor 6,000 tons of railvay equipment for Chie
nsse railwayn, and that vhecle amounting to 1,778 tous have -actually |
bean purchased in the US end presently swait shipsent, Howevor, US -
approval for export hea thus far beem granted for only 500 toms of
whoels. The Foreign Office assetrts this mmount falla far short of their
critical reeds. . :

[ D » v 09, DNON
ever, evidaosd st the opening of the Conforemce, appears somewhat
softened. The USSR, spparemtly sensing the iyminent danger of a Western
withdramal frem the Conferemce, is now avoiding provoeation of tho West-
ern powers (US=UE-Frence), which might acoelerate such withdrswnl,
Ambassador Camnnom, Chief of the US Delegation, believes therefore, that
the Confersnce may continue as long as two weeks more.

The socond weak of the Domube Conference witnesses a continustion

The tempering of the original Soviet stand may avidence s dasire

- to simulate the patient attitude which the West has tekem toward the
USSR in the UN and elsévhere., The USSR sl so soams to realize now that
it can efford a generous attitude in view of tho safe 7 to 8 voting
wojority which enables it to dictate fins) Conference declisions whengvar
1t dosires. An additional facter ensouraging the USSR to adopt a more
conciliatory attitude is the major importemoce to the USSR of goining
antry into the US-controlled geotor of tho Demube above Eeuthaugen,
Fuarthermore, the USSR desires to have the concurrence of as neny interest-
¢d sountries as possible in order to maxinizs the legality of any convem-
tion which the Conference mey adopt.
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While there ic no reason to anticipate that the Wootern smendments
will be adopted in Commitiss, their introduotion in lieu of cutright
withdrewnl vill afford the West the possidility for arguing its case
Before the Convention and thus forostalling an ineviteble Soviet cone
tcntion that the West has rofused to take part in an interrational ton-
ference in whioh the will of the majority wes unaceepteble., The course
of the Working Committes's deliberations may now witness Vishinsky
aosepbing minor points from the Wogtarn smendmemts for incorporation
into tho Soviet draft, In spite of the fommal wording of the future
Donube Convemtion, howaver, it will certainly provide s domination of
the. fudure Commission by Soviet end Satellite memberg. This faot,
coupled with the aotual Soviet phydi cal control of the lower Damube to

1t5 mouth, will certainly euable the USSR to maintain its proseat hold
,on Darmbe ahﬂ.p'p;ng. ‘
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